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BEFORE THE STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALIFORNIA

In the Matter of the Appeal of ;
CGEORGE J. SNOOK )

Appear ances:
For Appellant: W. A Zinmernman

For Respondent: W.M. Wal sh, Assistant Franchise Tax Com
m ssi oner; Harrison Harkins, Associ ate
Tax Counsel .

OPL NLON
This appeal is made pursuant to Section 19 of the Personal
| ncone Tax uct (Chapter 329, Statutes of 1935, as amended) from
the action of the Franchise Tax Conmi ssioner In overruling the
protest of CGeorge J. Snook to a proposed assessment of additionai
t181§<5|n the amount of $150.21 for the year ended December 31,

The proposed assessnent resulted fromthe disallowance b
the Comm ssioner of a deduction for bad debts in the anount o
$7000, the indebtedness being represented by two notes of one
L. Lindsay, dated April 24 and June 30, 1930, respectively, and
alleged to have been ascertained to be worthless and charged.
off Tn the taxable year ended December 31, 1935. The deduction
was disallowed by the Commissioner on the ground that a reason-
abl e and prudent man woul d have regarded the obligations as
becon1n% worthless in 1934, when the enforcenment thereof becane
barred by the statute of limtations.

Fol | owing the death of the debtor in Septenber, 1931, the
Appel | ant was assured by the wi dow, who was admnistratrix, ard
her representative, a son-in-law of the deceased debtor, that a
claimfor the obligation would be filed and the notes schedul ed
in the probate proceedings. After expiration of the period
allowed for filing clains, Appellant was told that the clains
had not been schedul ed, since there was not enough assets in
the estate to pay the notes, but that the w dow would pay the
notes after the estate was closed.

Because of Apﬁellant's cl ose acquai ntanceship with the
deceased debtor, the w dow, and her representative, and because
of his know edge of large holdings of the deceased debtor in a
coBPer mning conpany and other ventures in which the deceased
debtor and Appellant” were nutually interested, it is contended
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by Apﬁellant that he exercised a reasonable judgnent in believ-
ing the debt would eventually be paid. In August, 1935 a

formal request for payment was nmmde, and all legal liability

on the notes or the subsequent promses to pa¥ was deni ed. Appel-
| ant then charged off the obligations as worthless.

Section 8(f) authorizes the deduction of "Debts ascertained
to be worthless and' charged'off within the taxable year ...."
Under this provision a debt may in fact be worthless, but if
this is not ascertained b¥_the_cred|tor until a later date, the
latter may take the deduction in the taxable year in which he
ascertained the debt to be worthless, provided that he acted
reasonably in continuing to regard the obligation as possessing

value. Conmi ssioner v, Burdctte, 69F. (2d) 410; SQQQLQ v,
Commi ssioner, 100 F. (2d4) 569; see al SO San_oagurn brick Tu.
v. Commssioner (C. C A 9th, Aug. 8, TI9L2T F. (2d)

The availability of the statute of limtations as a defense
to an action on an obligation does not under all circumstances
require the conclusion that the obligation is worthless. m
mssioner v. Burdette, supra; Leo Stein, 4B. T. A 1016; Warren

. vert, 6B. T. A 623;alfred K. Nippert, et al, 32 B. T. A
892, Tn the situation here presenfed we are of the opinion that
in view of Appellant's long association with the admnistratrix
and her representative, of the assurances which they gave him
and of their abllltg to pay the anmount in question, he had anple
justification for Dbelieving up toaugust, 1935, that the notes
woul d be paid, notwithstanding the fact that they were legally
unenf or ceabl e.

ORDER

“Pursuant to the views expressed in the opinion of the Board
on file in this proceeding, and good cause appearing therefor,

| T |'S HEREBY ORDERED, ADJUDGED AND DECREED that the action
of Charles J. McColgan, Franchise Tax Comm ssioner, in overrul-
ing the protest of George 7. Snook to a proposed assessnent of
additional tax in the amunt of $150.21 for the year ended
December 31, 1935, be and the sanme is hereby revérsed. Said
ruling is hereby set aside and the Conmm ssioner is hereby direc-
ted to proceed in conformty with this order.

Done at Sacranento, California, this 3rd day of Septenber,
1942, by the State Board of Equalization

R E. Collins, Chairnman
Wn G Bonelli, Menber
George R Reilly, Menber

ATTEST: Dixwell L. Pierce, Secretary



